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KEY ECONOMIC INDICATORS: CANADA 


Values in million Canadian dollars Exchange rate: Floating rate 
unless otherwise stated since 5/31/70. Average rate 1970= 
US$.958; Sept.1972=US$1.018 
A B C Di/ 
INCOME, PRODUCTION, EMPLOYMENT 1970 1971 1972 % 
weet Cum. Change 
GNP at Current Prices (June)* 84,468 93,094 100 ,622 11.1 
GNP at Constant (1961) Prices 
(June) * 63,210 67,449 70 5504 6.5 
Per Capita GNP, Current Prices 
c$ (June)* 3,966 4,316 4,618 10.0 
Bus.Fixed Investment (June)* 11,347 12,000 12,936 10.4 
Industrial Production Index 
(1961=100) (July) * 175.5 183.1 192.3 6.8 
Avg.Weekly Industrial Wage 
(C$) (May) 126.82 137,48 146.02 9.3 
Personal Income peek 60,533 7354’ 50,054 12. 
Employment (July) (000)* 75872 8,979 8,304 3.4 
Avg. Unemployment Rate(%)(July)* 5 4 6.2 
MONEY AND PRICES 2/ 
Privately held money supply 
(July)* 30,724 35,311 39 5550 18.6 
Public Debt outstanding (Dec): 70,625 77,162 N/A 
External Debt (Dec) 12,581 12,056 N/A 
Bank of Canada Bank Rate(Aug) 6.00 4.75 4.75 
Chartered Bank Prime Rate( Aug) 7.50 6.00 6.00 
Indices: 
Consumer Prices,all items 
(1961=100) (August ) 129.7 133.4 138.5 4.6 
Consumer Prices,food 
(1961=100) ( August ) 130.0 131.4 139.1 6.9 
Wholesale Prices,all items 
(1935-9=100) (August) 286.4 289.9 305.0 5.8 
BALANCE OF PAYMENTS AND TRADE 
International Reserves(Aug)2/ 4,679.0 5,570.4 6,199.4 22.6 
Balance of Payments (June)* +1,633 +896 £908 
Balance of Trade (August) +2,869 +2,137 +564, 
Exports, FOB (August) 16,820 17,744 12,632.1 9.3 
U.S. Share 10,917 12,006 § 2883-2 1469 
Imports (August) 13,951 15,607 12,067. 20. 
U.S. Share 9,917 10,941 8,295.5 17.0 


Footnotes: 

1 C/same cumulative portion of B 
/ End of Period 

*¥ Seasonally Adjusted 


Sources: Bank of Canada Review and 
Statistics Canada 
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SUMMARY 


At summer's end the Canadian economy was growing 
at near record rates in real terms. Chronic 
unemployment and incipient price inflation marred 
the otherwise enviable picture;however, the 
Government's monetary and fiscal tools seem 
capable of assuring continued growth. A sub- 
stantially appreciated currency did not have 

the previously predicted results on trade; and 
exports, particularly to the U.S. where demand 
remains strong, have continued to expand. U.S. 
exporters can profit from buoyed consumer and 
business confidence by meeting the growing 
Canadian demand for a wide range of products 

and services. 


CURRENT ECONOMIC SITUATION AND TRENDS 
Growth But Unemployment In An Election Year 


Canada is in its third straight year of solid economic 
growth. During the second quarter, real output expanded at 
an annual rate of 8.4 percent, and most forecasters see real 
growth for the year of 6 to 7 percent. 


With a national election to be held October 30, the economic 
record to which the Trudeau Government points includes: real 
growth at this vigorous rate; more Canadians than ever at 
work; one of the lowest inflation rates in the industrialized 
world; $6.2 billion of foreign exchange reserves; exports 
firm in the face of an appreciated currency; a reformed tax 
system; and an announced policy for dealing with foreign 
ownership. The opposition parties point to the continuing 
high rate of unemployment, rising prices, alleged corporate 
tax inequities, "ripoffs" and mistakes in the administration 
of the regional economic expansion program, and abuses of the 
unemployment compensation program, in opposing Prime Minister 
Trudeau's bid for re-election. 


Since mid-1970 over 500,000 workers have joined the labor 
force, and seasonally adjusted unemployment has averaged over 
six percent, even though 7 of 8 new workers have found jobs. 
Since the Economic Council of Canada estimates a real growth 
rate in excess of 6 percent is required to reduce the un- 
employment rate, some improvement should be seen in coming 
months, 


Brisk Fiscal Stimulus 


Concern about unemployment goes far to explain the Government's 
series of budgets authorizing public works projects, increasing 
pension and welfare benefits, and cutting personal and cor- 
poration taxes. Consumer spending encouraged by fiscal policy 
accounted for most of the 1971 growth in GNP. The new budget 
in May shifted the emphasis to expanding business investment. 
The business community reacted bullishly to a $500 million 
corporation tax cut, revisi capital spending estimates to 
about seven (instead of five) percent above last year. Though 
this figure is low compared with the increase of 11 percent 

in 1971, further increases are a virtual certainty, parti- 
cularly when viewed against the surge in demand in recent 
months that has depleted inventories. 


Monetary Expansion 


Monetary policy also has figured in the expansion, which has 
been fuelled by low interest rates and rapid credit and money 
supply expansion. Much of the monetary ease has been designed 
to avoid pressures on the exchange rate from short term 








capital flows seeking higher interest rates. This external 


consideration helps explain why increases in liquidity have 
outpaced demand and inflationary dangers have developed. 


Rising Prices 


Although thay nflation rate (GNP price deflator) was only 


3.2 percent/ e second quarter, consumer and wholesale price 
indexes are rising substantially. Bad weather has raised 
retail food prices, but even allowing for this consumer prices 


in August rose at an annual rate of over 7 percent. Whole- 


sale prices tell much the same story, and increases in their 


major components indicate that general price levels may rise 
even more in coming months. 


With exchange rate considerations limiting the use of mone- 
tary restraint, the work of gently applying the brakes falls 
on the fiscal side, The 3 percent temporary cut in personal 
income tax, made in October 1971 to stimulate demand, is to 


expire January 1, 1973. Although the revenue is not needed, 
the tax increase could prove to be just the remedy for in- 


cipient inflation. While there is little enthusiasm for 
price and wage controls, government leaders have said that 
they would not hesitate to apply controls if necessary. 


On balance, the assessment of the dangers of inflation and 
possible corrective measures will depend on economic conditions 


in the U.S. Since trade with the U.S. accounts for some 13 


percent of Canada's GNP, better price behavior in the U.S. 


will both require and facilitate restraint of inflationary 
pressures in Canada. 


Trade With the U.S. and the Exchange Rate 


Compared with 1971, Canada's trade performance with the 

U.S. so far this year (January-August) has been significantly 
better than with the rest of the world (exports to U.S. up 

14 percent, to rest of world down 1 percent; imports from U.S. 
up 17 percent, from rest of world 30 percent). And this per- 
formance has taken place in Canadian dollars, which appreciated 
some 6 percent in the first few months after June 1, 1970, 
when the rate was unpegged, and whose rate (expressed in U.S. 
dollars) since has been remarkably stable--a stiff "snake" in 
a thin “tunnel” at about $1.01 until early this year, when 
the tunnel shifted to about $1.02. 


At present $1.02 seems to be a rate regarded as tolerable by 
Canadian business. For example, heavy borrowing by provincial 
governments in the U.S. during the first half of 1972 seemed 

to be pressing the rate higher and set off much critical comment, 
after which the volume of borrowing fell off, whether because 

of fulfilled needs, criticism by business, or suasion from 
Ottawa. 


The strength of Canada's exports to the U.S. sdespite the 
appreciated Canadian dollar, stems from several factors: 


--strong U.S. demand, particularly for petroleum, natural 
gas, lumber and non-ferrous metals; 


--trade in semi-finished and finished goods between related 


firms and in industries (autos, computers) where longer term 


marketing strategy tends to give as much weight to lasting 
business connections as to immediate profits; 
--favorable business climate, with improving conditions in 


both Canada and the U.S. permitting better utilization of 
capacity and lower average costs. 


Under these conditions, with a floating but stable exchange 
rate, and a business community that evidently can be reasonably 
confident that this stability would continue, Canadian exporters 
to the U.S. have not had to be much concerned about the ex- 
change rate. 


There is no simple relationship between the stability of the 
Canadian dollar and Canada's substantial accretion of official 
dollar holdings--about $2 billion since June 1970, of which 


$500 million has occurred since the Smithsonian Agreement last 


December. Much of the increase in reserves was in response 

to speculative pressure from abroad, and to interest rate 
differentials. Nevertheless, one of the considerations heeded 
by the authorities in maintaining an orderly market evidently 


has been that in present circumstances the Canadian dollar 


should not go much abeve $1.02, On the evidence so far avail- 
able, at this rate of exchange Canadian suppliers are suffering 

no serious disadvantage in selling in the U.S., and U.S. suppliers 
are enjoying no appreciable exchange rate advantage in selling 

in Canada. 


Foreign Investment Policy 


Introduction of the Foreign Takeovers Review Act in May ended 

a long period of uncertainty in business circles about government 

policy. Under the proposed legislation, takeovers of existing 

large Canadian firms by foreign interests would be subject to 

a. decision by a screening agency that the transaction would bring 
significant benefit" to Canada. Although the bill died with 

the dissolution of Parliament in August, the government has 
stated its intention to reintroduce the legislation if it is 
reelected. While the proposed legislation would introduce 

governmental intervention into certain international business 

transactions, it seems unlikely that it would result in a 

significant decline in investment. 








IMPLICATIONS FOR THE UNITED STATES 


Canada's GNP will exceed C$100 billion this year. Business- 
men are heartened by improved profit margins and recent tax 
cuts. Still-growing consumer demand is backed by ample savings 
and credit and the broader availability of unemployment in- 
surance. The surge of housebuilding continues. A record of 
245,000 starts.is expected this year (233,000 in 1971); and 
housing needs for 1972-76 will rise to 1.3 million units worth 
C$ 42 billion from the 900,000 units worth C$ 18 billion 
produced in the five years ending in 1971. 


U.S. exports have shared this growth and will continue to do 
so. However, Canadian imports from Japan are up 54 percent 

so far this year and from the Common Market :29 percent, com- 
pared with the 17 percent increase from the U.S. Our share 

of the market is now about 69 percent of Canada's total imports 
(72 percent in 1969). Automobiles and parts, under the 
Automotive Products Agreement, account for much of the U.S. 
increase. U.S. products imported into Canada will continue 

to be industrial machinery, food, office machinery including 
computers, communications equipment, and fammachinery. 


Major Capital and Public Works Construction Projects 


Previous reports in this series have cited the largest of 
current and proposed major capital and public works projects 
offering opportunities to U.S. exporters of goods and services. 
These include the C$ 5 billion Mackenzie Valley Gas Pipeline 
(still two or three years away), the C$ 6 billion James Bay 
hydroelectric power project in Quebec, the Montreal subway 
extension, the new international airport for Montreal, the 
office and hotel construction boom in Metropolitan Toronto, 

and the Nelson River hydroelectric project in Manitoba. 
Development of Alberta's Athabasca tar sands is expected to 
proceed at an expanded pace, as other companies have indicated 
a-desire to follow Syncrude in building new C$ 400 million 
extraction plants, each requiring 150 megawatt power plants 

and using at least 20 inch pipelines. A proposed C$ 2.5 
billion Japanese investment in Athabasca is under consideration, 
and Japan is expected to be an important bidder for the eventual 
Mackenzie Delta pipeline project. 


Toronto leads North American cities in commercial building. 
The C$ 1 billion Metro Centre project of the Canadian National 
and Canadian Pacific Railways is before the Ontario Municipal 
Board for approval. The Royal Bank of Canada will start 
construction of a C$ 100 million office block next spring; and 
Western International Hotels plan to break ground this year on 
a 600-room hotel and office tower. These and similar, if 
smaller, projects in Montreal, Vancouver and Winnipeg (its 
"inner city" will cost over c$ 250 million) represent good 
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sales prospects for U.S. building materials and installations, 
construction equipment and office and hotel furnishings. 
Specific product lines include carpeting, stainless steel 
sinks, copper water piping, public address systems, enameled 
iron and vitreous china bathroom fixtures, air conditioning 
and heating units, controls for plumbing and heating equipment, 
roofing material, acoustical ceiling materials, concrete 
handling equipment, air compressor pumps, portable welding 
equipment, hardwood flooring, skylights, lighting fixtures, 

and prefabricated housing and mobile home components. 


With the development of new port facilities along the lower 

St. Lawrence River and the continuing growth of container 
shipments, there is a good market for materials handling 
equipment. Halifax has just acquired its fifth containership 
line, and, with the port's limited holding space and con- 
sequent reliance on quick onward movement of containers to 

avoid clogging, seems to offer a market for cranes and other 
cargo handling equipment. There is a steady demand for medical 
and hospital equipment, including surgical and opthalmic instru- 
ments and the market that has developed for pharmaceutical products 
manufactured from organic products as opposed to synthetics. 


Machinery and Equipment for Industrial Production 


Continuing growth of industrial production offers U.S. manu- 
facturers good sales prospects for machine tools; for wood 
harvesting and log hauling equipment and other machinery for 
the forest products industry; and for derricks, winches and 
conveyor systems for the mining industry. Other specific 
export opportunities include ore treatment and handling 
machinery, high quality silicon, abrasives for cutting metal, 
chemicals for plasticizers and the paint industry, metalworking 
machinery, hydraulic fluid power motors, thermoplastic resins, 
and printed circuit boards. 


Pollution control equipment is in steady demand, and municipal 
governments and many companies have budgeted large sums for 
extensive anti-pollution programs. Hamilton, Ontario, for 
example, estimates that cumulative public and private pollution 
abatement costs will reach C$ 200 million by 1975. The Steel 
Company of Canada, Ltd. at Hamilton is committed to spending 
over C$ 20 million this year. A federal government official 
estimates that it will cost C$ 700 million to clean up the 
pollution injected into Canadian waters by the pulp and paper 
industry alone; and this industry accounts for less than half 
the polluting of Canada's waters. In the air and water pollution 
control equipment category we have had specific inquiries for 
electrostatic filters, and stokers, ovens, cooling towers and 
precipitators for municipal incineration. 
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Consumer Goods 


According to a recent survey, consumer optimism and intentions 
to buy are at the highest point since 1966, and current buoyant 
demand is expected to extend well into 1973. This, coupled 
with the disposable income to give effect to the demand, will 
keep the consumer goods boom going through most of Canada. 
Demand embraces durable goods, such as household appliances 

and furnishings, automobiles, motor homes, camping trailers 

and boats, to clothing and food and sporting and leisure time 
goods, including novelties and do-it-yourself equipment. 


Agricultural Trade 


Consistent with the trend of recent years, Canada's imports 

of agricultural commodities from the U.S. during the first 

six months of 1972 continued to grow. Canada's official trade 
statistics indicate the value of principal agricultural imports 
from the U.S. for January-June 1972 at C$ 342 million compared 

to C$ 309 million in the same period last year. The percentage 
increase in the value of commodity groups imported from the U.S. 
during the first half of 1972 is as follows: dairy and poultry 
62, tobacco 37, fruits and vegetables 15, grains and feeds 10, and 
livestock and meat 7. 


Individual commodities within the above groups for which there 
was and will continue to be strong demand for the remaining 
months of 1972 are: butter and eggs in the shell; cigarettes 
and unmanufactured stemmed tobacco; fresh oranges, mandarines, 
tangerines and fresh lettuce; corn and rice; soybeans and soy 
bean oil/cake and meal; and cattle and fresh beef, boneless. 


Other Factors and Events Affecting U.S. Trade and Investment 


Our Consulates across Canada have identified developments 

having interest and possible implications for U.S. business. 
Moving westward across the country these include: Newfoundland-- 
Newfoundland is reviewing its control over the offshore oil and 
gas industry, and may take back some of the oil and gas ex- 
ploration permits granted in the 400 million acre potential 

oil and gas fields off the east coast. Ontario--Pending 
legislation requiring a majority of directors of Ontario 
corporations to be resident Canadians by October 1, 1973 has 
caused little concern to American and other foreign-controlled 
companies. The bill,scheduled for debate this fall in the 
Ontario legislature, is not likely to impose onerous new 
requirements. Saskatchewan--The provincial government announced 
in August that a Rumanian company has decided to set up a tractor 
assembly plant in Saskatchewan to fill the needs of Saskatchewan 
farmers for smaller size tractors. Also, hearings on a proposed 
bill prohibiting outsiders from owning farm land in Saskatchewan 
are being held throughout the province, and the bill presumably 
will be re-introduced at the next Legislative Assembly. Alberta-- 


11 


The Province's energy development policy guidelines are expected 
to be issued early in 1973 and could affect future foreign 
investment in the province. British Columbia--Imports through 

British Columbia ports from Japan rose 52 percent in 1971 

(to $35% million) from 1970,whereas the increase from the 

U.S. was 9 percent (to $66& million). In British Columbia, 

Japanese firms have registered increases in sales, i.a. of carbon 
steel, wire rope, wire nails, generators, bicycles, motorcycles, 
and electric washing machines. The Japanese business presence 

is evident throughout Canada from British Columbia to the 

Maritimes; and imports of Japanese machinery and advanced 
electronic @uipment, as well as automobiles and electronic con- 
sumer products, are increasingly evident on the Ontario market. 
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